The Federal Reserve Is Nervous, And Maybe 
That's A Good Thing 

by forbes.com 
2/09/2015 
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The club of U.S. central bankers appears jittery, but it's not because of interest rates, 
unemployment, or mortgage-backed securities. It's because of Congress. 

The Fed appears particularly nervous that Congress will pass Rand Paul's audit bill and some version 
of the Federal Reserve Accountability and Transparency Act (the FRAT Act). 

Alan Blinder, a former vice chair at the Fed, recently took to the pages of the Wall Street Journal to 
blast the idea of restricting the Fed with, among other things, the FRAT Act. 

Richard Fisher and Charles Plosser, presidents of Federal Reserve District Banks in Dallas and 
Philadelphia, respectively, criticized the audit idea in an interview with The Hill last week . 

Plosser noted that the Fed is already subject to limited audits. He also warned that Paul's audit bill 
"runs the risk of monetary policy decisions being based on short-term political considerations instead 
of the longer-term health of the economy." 

Fisher, a bit more animated , queried: "Who in their right mind would ask the Congress of the United 



States — who can't cobble together a fiscal policy — to assume control of monetary policy?" 

Excellent question. I could provide a fairly long list, but I'll stick to one name: Milton Friedman. 

Friedman is on record arguing for the Fed to be put under direct control of Treasury or Congress. In a 
1984 interview he reiterated his position : 

I said before that either bringing it under the Treasury or putting it under Congress would 
give you more small mistakes. It would worsen monetary policy from month to month, or 
even year to year, but it would prevent major disasters. You would not have had the Great 
Depression; you would not have had the inflationary roUercoaster of the last 20 years. 

Just to be clear, he also said : 

So I'm not overly optimistic about what congressional control can do. However, it would 
be better than what we have now. As you can see, I am not in favor of the independence of 
the Federal Reserve. This is a democracy. And I believe that money is too important to 
leave to [a] central bank, that it is intolerable that a group of nonelected people should have 
the power to create a major inflation or a major recession. Entirely aside from the economic 
effects I believe it is not an acceptable political system. To repeat, as a minor change I'd 
have the Fed made part of the Treasury. As an alternative, it would be better to have the Fed 
more directly under congressional control. 

I think it's pretty safe to say Friedman was in his right mind. 

Regardless of what Fisher thinks, it's just as valid to ask who in their right mind would not want 
Congress in charge of monetary policy. By all means, let's have this debate. 

It's far from insane to argue that Congress - the political body the U.S. Constitution charges with the 
power to "coin Money" and to "regulate the Value thereof - should be held directly accountable for 
monetary policy. 

Besides, the notion of Federal Reserve "independence" borders on pure fiction. 

It is true that nobody from Congress or the Executive branch calls Janet Yellen every day to tell her 
exactly where to set the fed funds target. But that's pretty much the extent of the Fed's independence. 

There are so many pieces of evidence which prove - and that's a word I rarely use - the Fed is not 
really immune to even short-term political pressure that it's hard know where to start. 

First, the Fed is nothing but a creature of Congress - it was created via the Federal Reserve Act in 
1913. Originally, the Treasury Secretary served on the Federal Reserve Board. It's pretty hard to argue 
the Fed was politically independent under that arrangement, which lasted until the 1930s. 

And the Fed is the fiscal agent of the U.S. government . The more U.S. debt the Fed holds, the more it 
enables deficit spending. 

Congress also gave the Fed its (inappropriately named) dual mandate , the directive which requires the 
Fed to focus on full employment. 

In what universe are federal debt, deficit spending, and unemployment non-political issues? 

Aside from these minor quibbles, it's not as if Congress - or the Chief Executive - has a history of 
leaving the Fed alone. They actually have a history of threatening the Fed and, sometimes even 
following through. 

So many scholars have done such an incredible volume of work in this area that I can't possibly give 



everyone the tribute they deserve. So I'll simply link to two papers which, between them, point to most 
of the original sources. (I apologize to anyone I've left out). 

One paper is authored by Thomas Cargill and Gerry O'DriscoU . the other is by Daniel Smith and Peter 
Boettke . (As an aside, the O'DriscoU paper is also a good source for empirical papers that counter 
statistical evidence of the supposed benefits of Federal Reserve independence). 

The Smith-Boettke paper is one of the most comprehensive looks at this issue I've seen. It runs 
through examples of every Fed Chair since 1951, the supposed start of Fed independence. 

Here are just a few examples (with Fed Chair dates provided): 

• William Martin (1951 - 1970). President Eisenhower directed his Treasury Secretary to put the 
"utmost pressure" on Chairman Martin to "get a greater money supply throughout the country." 
When Martin refused, Eisenhower pressured him to resign or reconsider. Martin reconsidered. 

• Arthur Burns (1970 - 1978). President Nixon repeatedly worked with Bums to secure easy 
monetary policy with the view that it would help win elections. On one of Nixon's famous 
tapes, Nixon and Bums openly mocked the idea of Federal Reserve independence. 

• G. William Miller (1978 - 1979). President Carter found Miller uncooperative, so he replaced 
him as Fed Chair (he made Miller his Treasury Secretary). 

• Paul Volcker (1979 - 1984). Ronald Reagan openly cultivated a working relationship with 
Volcker and repeatedly asked him for tighter monetary policy. Alan Greenspan reports that, in 
one meeting, Reagan reminded Volcker that the Federal Reserve Act was subject to change. 

• Alan Greenspan (1987 - 2006). Alan Blinder, appointed to the Fed Board by President Clinton, 
publicly suggested Greenspan was catering to Clinton. 

• Ben Bemanke (2006 - 2014). A 2012 New York Fed publication notes : "The U.S. Treasury and 
the Federal Reserve System have long enjoyed a close relationship. ... This relationship proved 
beneficial during the 2008-09 financial crisis, when the Treasury altered its cash management 
practices to facilitate the Fed's dramatic expansion of credit to banks, primary dealers, and 
foreign central banks." 

Perhaps the Fed's defenders have some other definition of independence in mind? 

It's sort of paradoxical, but one good way for the Fed to resist political pressure would be to follow a 
monetary pohcy mle. This idea, of course, is also being pilloried. 

Alan Blinder is a well-versed critic of rales-based policy. He recently suggested that, while a policy 
rale - such as the Taylor rale - would be a "useful benchmark" in "normal" times, we wouldn't want 
the Fed tied to a rule in bad times "out of fear of congressional browbeating." 

But if Congress does tie the Fed to a rale, who would they browbeat? 

Incidentally, two economists actually won a Nobel-prize for showing that rales-based monetary policy 
would produce better economic outcomes than a pure discretionary framework. So maybe the idea has 
some merit. 

Blinder also wams against curtailing the Fed's emergency lending powers, an action he sees as " the 
biggest threat to the Fed and the economy ." But the Fed has a long and miserable record of lending to 
insolvent/failing banks and nonbanks . 

That kind of lending has always been - and always will be - a political issue. 

The Fed could easily avoid such conflict because there is no clear economic rationale for the Fed to 
provide direct loans to private firms. The trath is the Fed can implement monetary policy and provide 
liquidity to the banking system without emergency lending powers. 



And if nonbanks have trouble getting credit in a crisis, well, maybe there's a good reason. 

Voters recently rejected the big-government, big-business cronyism they got in the wake of the 2008 
crisis. Over these next few months. Congress' actions will reveal whether they got the message . 

If Congress engages in real Federal Reserve reform, we'll know the answer. 

HSBC Whistleblower Leak: How The 1% Are 
Hiding Their Money From The Taxman 
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Explains why mega elite want taxes on the rich 

A number of media organizations received access to leaked secret bank account files, which 
reveal that HSBC's Swiss banking subsidiary helped its clients to dodge millions in taxes, conceal 
assets and obtain untraceable cash. 

Investigative news media received access to the leaked secret documents which reveal that the world's 
second largest bank, according to Forbes, the UK's HSBC, helped its wealthy clients to conceal their 
millions by keeping private accounts in Switzerland. 

HSBC's Swiss banking arm had apparently helped its clients to cheat their country's tax systems, 
handled huge sums of cash with minimal questions asked, colluded with some clients to conceal their 
undeclared "black" accounts, provided accounts to international criminals, corrupt businessmen and 
other high-risk individuals. 

The documents appear to be those that were leaked to the French government in 2010 and shared with 
various governments around the world. 

But it is only now that the files, which cover the period 2005-2007, have been obtained by journalists. 
In their entirety, they amount to the biggest banking leak in history and shed light on some 30,000 
accounts holding almost $120 billion. 

The documents have been made available to the Guardian, the French daily Le Monde, BBC's 



Panorama and the Washington-based International Consortium of Investigative Journalists. 

The files contain information on Hollywood stars, shopkeepers, royalty and clothing merchants along 
with the heirs to some of Europe's biggest fortunes. 

One of the memos, available to the journalists, reveals that an HSBC manager discussed how a 
London-based financier whom the bank codenamed "Painter" and his partner could avoid Italian tax. 

"The risk for the couple is, of course, that when they return to Italy the UK tax authorities will pass on 
information on them to the Italian tax authorities. My own view on this was that . . . there clearly was a 
risk." 

Another document shows that HSBC's Swiss bankers were prepared to help illegal trader Emmanuel 
Shallop, convicted of dealing in "blood diamonds." 

One memo records: "We have opened a company account for him based in Dubai . . . The client is 
currently being very careful because he is under pressure from the Belgian tax authorities who are 
investigating his activities in the field of diamond tax evasion." 

Another file provided details on how a British tycoon and owner of London's Ivy restaurant Richard 
Caring, in a single day in 2005, withdrew five million Swiss francs (£2.25m) in cash. 

The documents are also said to contain evidence on HSBC's Swiss subsidiary providing banking 
services to relatives of dictators, people implicated in African corruption scandals, arms industry 
figures amongst others. 

The documents are purported to prove how HSBC in Switzerland used targeted marketing to offer tax 
avoidance strategies to its wealthy clients. The bank contacted clients in 2005 to suggest ways to avoid 
a new tax levied on the Swiss savings accounts of EU citizens, a measure brought in through a treaty 
between Switzerland and the EU to tackle secret offshore accounts. 

HSBC is said to be facing criminal investigations and charges in France, Belgium, the US and 
Argentina as a result of the leak, but no legal action has been taken against it in Britain as yet. 

Herve Falciani, an IT expert at HSBC's Swiss bank, got access to customer files in late 2007 and 
copied the documents. He then fled to France where he was detained by French authorities. 

France refused to extradite him when the authorities realized the data could identify thousands of 
French tax evaders. Falciani now lives in France under protection, however, the information he leaked 
was shared with many other countries around the world. 

Fiat Empire: Why The Federal Reserve Violates The U.S. 
Constitution VIDEO BELOW 
http://www.youtube.com/watch?v=5K4102QfpjA 

The Money Masters a History of Money VIDEO BELOW 
http://www.youtube.com/watch?v=iDtBSiI13fE 

The Secret of Oz VIDEO BELOW 
http://www.youtube.com/watch?v=swkq2E8mswI 
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